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EDITORIAL
Directors of the General Motors Cor
poration at a meeting held August
eleventh announced that a special meet
ing of shareholders would be called to consider a proposal to
increase the authorized common stock issue from 10,000,000
shares of no par value to 30,000,000 shares of a par value of $25
each. The plan calls for a substantial reduction in the authorized
number of shares of the 6 per cent. preferred stock and 6 per cent.
debenture stock to the amount now outstanding. The limitation
upon the number of senior securities really advances the value of
the common stock as it prevents the increase in the outstanding
preferred and debenture stocks which under the existing authority
may be made at any time. It is not proposed apparently to issue
the entire amount of common stock but merely to give each
present holder two shares for every one which he now owns. The
statement of the company shows 8,700,000 shares of no-par-value
stock now in the hands of shareholders. Under the proposed
readjustment there will be 17,400,000 shares of a par value of $25
each or a liability against the company of $435,000,000, which is
the amount now carried on the books as the value of the no-par
stock. The market price of the stock is a different matter al
together and is governed not by the nominal value of the stock but
partly by the dividend payments and chiefly by the enormous
profits from operation, which this year will probably exceed $25 a
share. On the surface of the proposed rearrangement there is
nothing extraordinary. A company which in sum of profits ex
ceeds all others in this country, a company which has always
been singularly responsive to demand for capital readjustment,
has done what scores of other companies great and small have
done. It has seen the wisdom of a division of ownership into units
which are within the reach of the ordinary investor and perhaps it
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has recognized the political expediency of a plan by which dis
tribution of profits would not appear to the general and unthink
ing public as unduly large and therefore unholy. The statement
which was published in the daily papers on the day after the meet
ing of directors showed clearly that the total of capital stock and
surplus would not be affected in any way. The old notion that
splitting a share of stock into two, three or any other number of
parts was a distribution of profits has been pretty well exploded.
So the announcement of the action of the directors—which is
practically sure of approval by the shareholders—was accepted in
the investment world as a logical development of prosperity and
no one was very much excited about it. The tipsters and wise
men of Wall street had been predicting such a thing for several
weeks and the market had performed that familiar feat which is
known as discounting the good news. If the announcement had
been made when the market was in a normal condition there
would have been a ripple of excitement, perhaps, but it came at a
time when the market was undergoing a course of physic following
an orgy of high living, and so the proposed change was merely
noted.
But there is, we believe, a really signifi
cant feature of the proposed plan for
changing the capital structure of the
General Motors Corporation which has escaped notice. Two or
three financial writers in the daily press have commented in a
fugitive way upon the matter but have not considered it with any
great care or thoroughness. The point to which we refer is the
suggested return to a fixed par value as a basis of capital stock
valuation and the coincident abandonment of the comparatively
new-born scheme of stock without par value. This is a highly
important suggestion. It would be so were the company one of
far less prominence than General Motors. When it is one of the
largest corporations in the country, controlled by some of the
shrewdest and most prescient minds in the realm of finance, it be
comes of the utmost interest. Does it signify a revulsion of
feeling against the always somewhat confusing absence of a par
value? There may be special reasons, political or fiscal, as some
one has suggested, for the proposed return to a par-value basis,
but there is nothing to indicate that the proposal is anything more
or less than an expression of the opinion of the directors that a
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great enterprise should be definite in its structure and policies
rather than vague. The whole theory of no-par-value stock in the
first instance was founded upon conditions similar to those which
prevail in the present case. A stock having a par value of, say,
$100 and selling freely on the exchanges at four or five or ten times
that amount, or, as frequently happens, selling for only a fraction
of the par value, seemed to show an absolute lack of relationship
between par value and fact. So, said the proponents, let us cast
out this unrelated guest—this par—and get along without him.
And they did. Several states, wishing to attract revenues by
the most alluring tactics began to grant charters to all who
desired elasticity and complaisance in regulatory governance,
seized upon the no-par-value theory and made of it a little god in
the house of Baal. Other more conservative states yielded to the
clamor for reform, and soon quite a wide range of opportunity was
open. No one knew much about the new idol but it seemed to
possess magic and to exude witch medicine, so it was exalted.
The general ignorance of the true nature of this wonder-working
device was made evident four years ago when the American Insti
tute of Accountants offered prizes of ten thousand dollars for the
best essays on the amount of surplus available for dividends, with
particular reference to capital stock without par value. Only a
dozen or so writers entered the competition and some of these dis
played an absolute misunderstanding of the subject. No essay
was considered worthy of a substantial prize. Several books and
magazines have contained discussions of the method and effect of
capitalization without a fixed value for the stock, but if any of
these have been comprehensive and fully explanatory we have
failed to find them. The truth of the matter seems to be that,
while there may be cases in which there is no imperative need for
a designated book value, we cannot be sure which they are, be
cause none of us knows the subject. It is a theory which excites
interest, but in practice it is full of uncertainties—and, then, it may
be employed in quite undesirable ways.

For example, there is a time-honored
axiom that capital must not be distrib
uted in dividends—excepting, of course,
those distributions of capital in case of compulsory liquidation
which are erroneously called dividends but are in reality return of
salvage. Now if this axiom is to be observed, as the laws of most
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jurisdictions require, it is necessary at the outset to know what is
capital. Under the earlier no-par-value laws it was customary to
assign in the balance-sheet a value to the capital stock based upon
the amount invested or the net value of the assets acquired from a
predecessor company; or, in other cases, an arbitrary value per
share was set up as capital and the balance in excess of this sum
was treated as a capital surplus, but it was not a surplus available
for dividends. There was and is substantial logic behind this
theory, and the plan undoubtedly does afford a certain measure of
convenience. So long as the state legislatures were content with
such a plan for no-par-value stock, all was well enough; but they
were not always content. Here is a sample of what is now the
law in one state which, for several years, has been a favorite lyingin hospital for the promoters of new corporations:
“Any corporation may by resolution of its board of directors determine
that only a part of the consideration which shall be received by the cor
poration for any of the [no par value] shares of its capital stock which it
shall issue from time to time shall be capital. . . . The excess, if any, at
any given time, of the total net assets of the corporation over the amount so
determined to be capital shall be surplus.”

Under such financial free-love provisions of later statutes, a board
of directors is free to remove the ancient land-marks which have
separated capital and income. In conservative hands the perma
nent interests of the company—that is, of course, the common
shareholders, excepting in those rare cases in which preferred
stockholders have proprietary as well as pecuniary rights—may be
protected as well where there is no parity of stock value as where
there is a par value; but all hands are not conservative. More
over, directors and management are never unchangeable, and any
company may find itself under the control of men who will not
think of continuing prosperity so much as of present dollars. We
do not believe that the companies which have adopted the no-par
value plan have done so with the intention of permitting an
unwarranted distribution of capital, and probably few, even un
wittingly, have gone beyond the true profits to find matter for
dividend payments; but there is the possibility that by inadver
tence or wilfully the lack of a clean visible line between capital and
surplus may lead to a depletion of the former and the consequent
wrecking of the company’s future hopes. As an illustration, here
is a consolidated balance-sheet of a well-known and prosperous
corporation having an issued stock of more than five million shares
out of a total authorized amount nearly twice as large. This is
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shown on the balance-sheet without any value whatever. The
capital surplus is shown at an amount of more than twenty million
dollars. There is a million or so of earned surplus. Supposing
that the directors of this corporation wished to be kind to the
shareholders, how generous could they be without danger to their
liberty? Could it not be argued with some show of reasonable
ness that the capital being valueless, the surplus being surplus,
some twenty odd millions could be paid in dividends and no one go
to the penitentiary because of it? Are the directors in such a case
charged with the duty of differentiating between what they could
regard as true surplus and what ought to remain in a capital
account which does not exist? Apparently the company saw the
absurdity of this condition and in the next year the balance-sheet
was amended by setting below the stock of no value a statement
that the stock was represented by a certain amount of capital
surplus. But even that, it seems, may be rather vague and not
sufficiently definitive to deter the directors from making excessive
distributions of surplus if they choose to do so. Fortunately this
was and is believed to be a sound company, and it may be said that
no harm has been done, but the possibility of evil is not removed
because a group of men is upright. There will be other groups in
the days to come.
It is not possible to speak with authority
Impressive Precedent
on
the motives back of the proposal to
is Established
give a fixed value to the new shares
which will be issued by the General Motors Corporation, but it is
apparent to all who think impartially about this question of the
nominal value of shares of ownership that the experiment—and it
is for the greater part purely an experiment—of shares without a
value has not been so brilliant a triumph over earlier and simpler
forms of capitalization that its abandonment in this case is aston
ishing. At any rate the fact remains that without any apparent
reason other than a desire to rebuild the financial structure in the
most substantial and enduring form, the directors of one of the
greatest corporations in the country, men representing what is
commonly conceded to be the best school of sound finance, have
seen fit to recommend that there shall be a par value of the
common stock of the corporation and that future balance-sheets of
the company shall leave no room for doubt as to the dividing line
between capital stock and surplus. It would be foolish to deduce
199
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from the action of the directors in this instance that the day of the
stock without par value has gone by. A good many people will
still believe that a par value is unnecessary and misleading. In
the case of General Motors, however, the book value of the stock
is not affected and therefore no one should be confused by a
change which is a change, let us say, in principle rather than in
effect. Probably there will be no unseemly scramble to follow
the example of General Motors. This tremendous corporation
may travel alone the road back to conservatism, but if it does it
will not lack companionship, for it is a host in itself. But it will
be a rather powerful argument which the friends of par value will
have when capital construction is under discussion. They can
say with good effect: “General Motors tried the no-par-valuestock plan but after an experiment sufficiently long to be convinc
ing it came back to the old-fashioned belief that everything which
has a value has a value and only that which has not has not.” It
sounds like a fairly strong argument.
The interstate commerce commission
has added another to the ever-growing
list of injustices which it has attempted
to perpetrate under the provisions of the Esch-Cummins act.
This time its decision is no worse in principle than several that
have gone before, but it is worse in effect than some of the others
because of the importance of the company concerned. In the
early days of August the commission issued its valuation of the
Atchison, Topeka & Santa Fé Railroad and, as had been feared if
not positively expected, the figures given by the commission are
utterly at variance with the claim of the railway company. In
this the commission ran true to form, if not true to common sense,
and the public is reminded of what was done with the valuation of
the New York Central, Southern Pacific, and others great and
small of our transportation companies. It is quite incomprehen
sible why the commission, which in some ways is helpful to the
second industry of the country, should outrage the very essentials
of fairplay and equity when it comes to a question of valuation.
The commission is throwing the matter to the supreme court of
the United States, but no one can understand why it is doing so.
It says to the railways that for purpose of estimating the value of
assets the cost shall be the determining factor. The railways
point out with what is irrefutable logic that values before the war
200
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are not the values after the war. These valuations in the first
instance are to be based upon the figures of 1916, but the railways
have not stood still since 1916, except while the government was
demonstrating its inability to manage them. The equipment,
materials, all the tangibles could not be replaced today for less
than double their 1916 cost. Our tax laws, which are never re
garded as favorable to the public, admit the complete change of
values since the war. Not a householder, nor housekeeper either,
who believes that the costs of today are as the costs of 1916.
Every school-boy knows that the railways are the arteries of com
merce and industry and that they should not be oppressed.
Regulation is desirable probably, but strangulation is not good for
them, nor for the nation. And yet, in spite of these and a host of
other equally potent reasons, the interstate commerce commission
blunders along in its blindness and insists apparently that it costs
today no more to buy and to build than in those far-away days
before war changed the world. There can be no doubt about the
result of the valuation appeals when they come before the supreme
court, but still one can not understand why anyone, commission or
man, should deliberately and continuously ask to be declared in
error.
Most disinterested people, to whom the
high and doubtful honor of election to a
state legislature has never come, are
cruel and unfair enough to think and sometimes to say openly
that the senates or assemblies or whatever they may be called of
any of our forty-eight states—let us say, for example, Illinois—
could follow the portless cruise of the flying Dutchman and not
leave the world a whit the poorer. Sometimes a faint suspicion of
the truth seems to filter in between the shutters which close
legislative halls to the light of reason. For instance, we have re
ceived a report that the last session of the legislature of Florida
gave evidence of a stumbling toward comprehension. It is said
that a bill introduced in the lower house called for the abolition
of the senate. We have not the text of the bill before us, but it is
to be hoped that the date fixed for the destruction of the senate
was far enough ahead to have allowed the senate time to arrange
for the obsequies of the assembly. Assuming that this was in the
original bill or was introduced as an amendment, it appears that
the legislature of Florida had an opportunity for the relief of a
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suffering world such as has never come to any other power. At
any rate, it is something to the credit of Florida that the idea of
this great salvation was born within the stately halls of Talla
hassee. This has nothing whatever to do with the parliamentary
gymnastics of Illinois save that an incorrigible optimist might be
induced to hope that something equally purifying may some day
find introduction at Springfield and perhaps—who knows?—pass
from a bill to an act and thence to a fact, while Illinoisians lift up
their voices in the long meter doxology. Some two or three years
ago the sapient souls of Springfield were induced—some say
seduced—to amend the laws governing the practice of public ac
countancy, the governor signed the bill, it became a statute and
all that had been done by the accountants of Illinois to make and
hold up a profession was wasted, apparently. The thing came
into court, however, and there it was decided that what the
“boys” at Springfield had done was contrary to the constitution
under which legislative boys are supposed to conduct their games.
So the whole affair was thrown out into the alley, the old law
came back into effect and the accountants took heart of grace
again. Everyone was pleased, excepting the boys and perhaps
some of their playmates who had first encouraged them to try the
new game in the hope that something joyful might come out of it.
The decision of the supreme court of Illinois was rendered in 1926.
The legislature of Illinois is a persistent
body. It meets every other year and
enjoys itself so much that it stays in
session an unconscionable length of time. While it is operative
the public envies the secure permanence of the folk who dwell on
the slopes of Ætna. This year it did seem for a while as though
the session would pass away without passing anything inimical to
accountancy. There may be those who feel that what it has done
is no worse than silly. But however one regards the matter it must
be admitted that the way of the accountant in Illinois is beset
with pitfalls, we had almost said with gins. A bill was introduced
which provided for examination—after a sufficiently protracted
opportunity to avoid examination—registration and regulation of
public accountants. The bill was quite an elaborate document
and it provided generously for those who seemed to need protec
tion from too rigid control, but the certified public accountants,
when they heard of it, were vexed and said so. They sent an
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embassy to Springfield and proponents and opponents of the bill
finally agreed upon amendments and major operations which
made the position of the certified public accountant somewhat
clearer than it would have been under the bill in its primitive form.
Other additions and subtractions changed the effect of the bill
materially and at last it received the rather weary assent of the
certified accountants. It passed both houses without great
travail and the governor did not slay it. So it is law, unless some
one finds that there are unconstitutional features which do not yet
appear. Its net result is to create a new class of accountants,
public accountants, who, after the initial days of grace, must pass
examination and deport themselves very much as certified public
accountants are required to do. All who practise accountancy,
certified or public, must register with the authorities once a year—
and that is no greater hardship than that which rests by law upon
physicians, dentists, midwives and farriers. There are other
states in which the experiment of two classes of accountants is
being tried, but in Illinois the case is unlike any other. The
public accountants are not, as elsewhere, to be those who were in
practice at the passage of the act and are therefore a constantly
decreasing group. In Illinois it seems that the certified public ac
countant and the public accountant are to be fruitful and multiply
and replenish the earth side by side. A delightful spirit of rivalry
may spring up between them and urge them on to feverish and
forced propagation. The public in the meantime will not know
what is to come of all the excitement and probably will not care
much about it one way or the other. The only things to be ac
complished by this deed of an agreeable and friendly legislature
are these: the public will be confounded; instead of one standard
of proficiency there will be two and no one knows which will be
the better; men of experience who have longed for surcease from
legislative interference are discouraged and disgusted; and, what
may be the real purpose of the whole campaign, a door has been
unlocked at which for a time none who seeks to enter will be asked
any impolite and obstructive questions.

And yet, legislators are not always in
considerate. There come times when
they seem nearly sentimental. The
incidence of taxation sometimes falls with an almost loving touch.
The Alabama legislature must be one of those soft-hearted bodies
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which are tender to the frail. In the session of this year the
gentlemen at Montgomery enacted a bill which provides that a
licence fee of $25 a year shall be paid to the state by every pro
fessional actuary or accountant. If there be a partnership or
corporation engaged in practice each person (presumably each
principal) shall pay such a licence fee; but, and here is the human
itarianism, “only one-half of the said tax shall be collected from
those whose receipts from the business or profession for the pre
ceding year did not exceed one thousand dollars.” We may over
look the quandary in which the taxpayer whose income was
$1,012.49 would be placed to escape unfair discrimination between
himself and the recipient of exactly $1,000 of earnings. The
intricacies of the border must be resolved by the administrative
departments of the state government. But it is worthy of a
moment’s thought that the rights of the poor are not to be ignored.
The question arises whether or not there can be, even in the
warmth and abundance of Alabama, a practising accountant or
actuary whose receipts are less than one thousand a year, and
then, if there be such a one whether or not he would claim the 50
per cent. allowance. It seems almost a pity to throw cold water
on the flame of philanthropy, but it must be confessed that an
accountant or actuary conducting a practice whose financial
return is not more than $1,000 does not deserve special considera
tion. In the first place he does not exist; in the second, if he
did he should not. A professional man who is not worth more
than a thousand dollars a year to the community in which he lives
has made a mistake. He should consult one of those vocational
advisors of whom we hear now and then. They could not make a
mistake in his case whatever change they might suggest.

We are glad to be able to publish in this
issue of The Journal of Accountancy
the first part of an historical sketch of
accountancy in Pennsylvania prepared by one who for many
years has been an eminent member of the profession. It is inter
esting to remember that the record of the development of account
ancy in Pennsylvania is written by George Wilkinson, who at the
time of the principal events covered by his article was not a resi
dent of Pennsylvania. Mr. Wilkinson began practice in 1880.
He was active in the development of accounting organization in
all parts of the country, but he can write of Pennsylvania without
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any accusation of partiality as he was one who looked on from
the borders of that state. He was in the first place an active
member of the Illinois Association of Public Accountants, which
he was instrumental in organizing in 1897; then of the New York
State Society of Certified Public Accountants, and of the Society
of Certified Public Accountants of New Jersey and his places of
residence, until the last few years, were Chicago and Plainfield,
New Jersey. Today Mr. Wilkinson is an active member of the
profession in Philadelphia, where he has been practising since 1915.
The occasion for which the bulk of this article was written was the
thirtieth anniversary celebration of the formation of the Pennsyl
vania association, which is today known as the Pennsylvania
Institute of Certified Public Accountants. So little has been
written adequately descriptive of the development of account
ancy in America that it is peculiarly interesting to have this
intimate record of persons and the profession in its early days,
written by one who has personal knowledge.
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